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Problems of Profit Determination Encountered 
By Government Contractors
Vera B. Coulter, CPA
Just as weapon systems have grown more 
and more complex so have the provisions sur­
rounding government contracts. If the products 
being purchased by the government were those 
being used in every-day commercial activity so 
that prices and performance were well estab­
lished, all contracts could be firm-fixed price, 
and accounting problems would be little dif­
ferent from those for commercial products. 
However, much of the work done for the gov­
ernment has not been done before, making it 
impossible to estimate the costs of doing the 
work and to arrive at what both parties con­
sider a fair price on a firm-fixed-price basis at 
the time the contract is originally negotiated. 
Hence, contracts range all the way from firm- 
fixed-price to cost-plus-fixed-fee with various 
degrees of incentive provisions in between.
Whenever cost-type contracts are involved, 
the issue of what constitutes reimbursable 
costs becomes important because the contrac­
tor’s sales price depends on the costs for which 
he will receive payment. These costs are deter­
mined by the terms of the contracts and other 
regulations incorporated therein. The basic 
principles and procedures regarding contracts 
with the Department of Defense are described 
in the Armed Service Procurement Regulations 
usually referred to as ASPR. Other government 
agencies, such as the National Aeronautics and 
Space Administration and the Atomic Energy 
Commission, have their own regulations as they 
do not come under the Department of Defense.
Section XV of ASPR which is entitled “Con­
tract Cost Principles and Procedures” is im­
portant to accountants dealing with govern­
ment contracts. This section states that the 
contractor will be reimbursed for direct and 
indirect costs. Direct costs are not limited to 
material and labor but are costs identified 
specifically with a contract. Thus it is permis­
sible to charge items which would normally be 
charged to overhead directly to contract costs, 
provided that like items are not charged to 
overhead and distributed to the same contract.
Indirect costs are reimbursable to the ex­
tent that they are determined to be reasonable, 
allocable and allowable in view of other factors 
set forth in ASPR. ASPR 15-201.3 states that 
“A cost is reasonable if, in its nature or amount, 
it does not exceed that which would be in­
curred by an ordinarily prudent person in the 
conduct of competitive business.” ASPR 15-
201.4 provides that “A cost is allocable if it 
is assignable or chargeable to a particular cost 
objective, such as a contract, product, product 
line, process or class of customer or activity, 
in accordance with the relative benefits re­
ceived or other equitable relationship. Subject 
to the foregoing, a cost is allocable to a govern­
ment contract if it:
(i) is incurred specifically for the contract;
(ii) benefits both the contract and other 
work, . . . and can be distributed to 
them in reasonable proportion to the 
benefits received; or
(iii) is necessary to the overall operation of 
the business, although a direct rela­
tionship to any particular cost objective 
cannot be shown.”
Among the other factors are costs specifically 
excluded, such as trade or institutional advertis­
ing, bad debts, contributions and interest or 
other financing costs. This entire section of 
ASPR is stated in rather general terms and 
there is often a difference of opinion on the 
interpretation made by the government audi­
tors and the contractor’s accountants.
Cost-type contracts may provide for reim­
bursement of actual overhead costs or negoti­
ated overhead rates. Under the negotiated 
overhead rate provisions, the contractor is re­
quired to submit an overhead claim usually 
within 90 days after the close of his fiscal 
year. This claim is then subject to audit by the 
government auditors who submit an audit re­
port stating their findings. This information be­
comes the basis for the government represent­
ative to meet with the contractor and negotiate 
a rate. It is this negotiated overhead rate that 
becomes part of the sales price of the contract. 
Since negotiations may be held anywhere from 
six months to a year after the close of the 
contractor’s fiscal year and since it may be even 
longer before a rate is agreed upon, it is easy 
to see that determining the amount of over­
head for which the contractor will be reim­
bursed can become a problem.
After the contractor has decided on the over­
head rates to use in computing his sales price, 
he still has to be concerned over how much fee 
to accrue since sales recorded under cost-type 
contracts are based on costs as incurred plus 
all allocable fees. In the case of cost-plus-fixed- 
fee (CPFF) contracts, he knows how much his 
total fee is and the problem of allocating the fee
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becomes similar to any contract where per­
centage-of-completion method is used to de­
termine gross profit. For the past several years 
many of the large contracts have been CPFF 
type of contracts. Prior to 1965, 80% of 
NASA’s business was awarded on a CPFF 
basis because of the difficulty of setting a 
firm-fixed price for such products as a capsule 
to go to the moon. Now more and more NASA 
contracts contain cost-incentive features. Cost­
incentives may be incorporated into fixed-price­
incentive contracts or cost-plus-incentive-fee 
contracts.
Cost-plus-incentive-fee (CPIF) contracts 
provide for the negotiation of a target cost, 
a target fee, a maximum fee and a minimum 
fee, and a fee adjustment formula. For instance, 
consider a contract with a target cost of $100, 
000, a target fee of $7,000, and a fee adjust­
ment formula of 80%-government and 20%- 
contractor. Assume that a maximum fee of 
$9,000 was provided and a minimum fee of 
$5,000. If the total cost is decreased from the 
target cost of $100,000 to $95,000 the con­
tractor’s fee increases 20% of $5,000 or from 
$7,000 to $8,000. This fee continues to in­
crease until cost reduction reaches $10,000, 
making costs $90,000 at which time the maxi­
mum fee will be earned and any further cost 
reduction will benefit only the government. 
Conversely, if the cost goes up to $105,000, 
the contractor’s fee will go from $7,000 to 
$6,000. By the time the cost reaches $110,000, 
the contractor will be entitled only to the 
minimum fee of $5,000 and any other cost will 
be born solely by the government. It is in­
teresting to note that once the minimum fee is 
reached a CPIF contract becomes in effect a 
CPFF contract, with the contractor receiving 
a fixed fee plus his reimbursable costs.
Under the fixed-price incentive contract, 
there is negotiated a target cost, a target profit, 
a price ceiling, but not a profit ceiling or floor, 
and a formula for establishing the final profit 
and price. This formula is based on the rela­
tionship which final negotiated total cost bears 
to total target cost. Once the price ceiling is 
reached in this type of contract, it becomes 
like a firm-fixed-price contract with any addi­
tional costs borne by the contractor.
Sharing formulas come in a wide variety and 
depend upon the contractor’s and the govern­
ment’s confidence in the target cost, the proba­
bility of overruns or underruns and the dif­
ference between target fees and maximum and 
minimum fees.
In addition to providing cost incentives, 
the government is now attempting through the 
use of weighted guidelines to establish the 
profit according to the degree of risk under­
taken by the contractor. These guidelines sug­
gest ranges for various cost elements within a 
given contract ranging from 1% to 4% for 
purchased parts and materials, to 9% to 15% 
for engineering labor. The contract negotiator 
assigns the rate he thinks most applicable and 
multiplies this rate by the target cost to arrive 
at the target profit by cost element. These tar­
get profits by cost element are then added 
together to arrive at a total target profit which 
is divided by total target cost to arrive at the 
rate. The rate is then adjusted either up or 
down depending upon the contractor’s assump­
tion of risk, his record of past performance and 
other selected factors. Once the percentage 
profit is reached, weighted guidelines add no 
additional complications to the accountant’s 
task of accruing profit.
This is not to say that there are no addi­
tional complications, for the government in its 
attempt to increase the profit motive of gov­
ernment contractors has now gone to more and 
more types of incentives. Among these is one 
created by value engineering.
Value engineering is an organized effort on 
the part of the contractor directed at achieving 
the same products, quality and performance at 
a lower cost. The value engineering clause al­
lows the contractor to retain a predetermined 
share of all cost savings resulting from the 
effort. After the cost reduction is determined 
and approved by the contracting officer, the 
target cost and fees are adjusted accordingly. 
Under incentive contracts, the contractor’s 
share of the savings may be as high as 50%. 
This means that the accountant must take these 
changes into consideration before starting to 
determine the profit to accrue.
An increasing number of contracts now have 
performance incentives. Performance incentives 
consist of such items as the following:
Performance of the Product
Range of a missile
Speed of aircraft
Thrust of an engine
Maneuverability
Fuel economy






These incentives are handled in much the 
same way as cost incentives in that a fee is 
decided upon for the various incentives. With­
in the range of acceptable achievement, addi­
tional fees are then awarded for bettering the 
goals or penalties assessed for failure to reach 
them.
(continued to page 10)
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Progress Report On The Status of Women For 1965
The Interdepartmental Committee and the 
Citizens’ Advisory Council on the Status of 
Women on May 23, 1966, issued a joint annual 
report for 1965. In a letter of transmittal to the 
President, Secretary of Labor W. Willard 
Wirtz, Committee Chairman, and Margaret 
Hickey, Council Chairman, said the pace of 
progress in achieving full partnership for 
American women was even swifter in 1965 
than in 1964, which was a banner year.
The “Report on Progress in 1965 on the 
Status of Women” cites the expansion of the 
Commissions on the Status of Women which 
increased in number from 33 to 45 in 1965. 
More than 1,200 men and women are serving 
as commission members.
The implementation of Title VII of the Civil 
Rights Act of 1964 was the most important 
development of the year with respect to wo­
men’s employment, the report states. Title VII, 
which became effective July 2, 1965, prohibits 
discrimination in employment on the basis of 
sex, as well as on the basis of race, color, re­
ligion and national origin. Guidelines for its 
application were issued by the Equal Employ­
ment Opportunity Commission which adminis­
ters Title VII. These contained most of the 
recommendations of the Interdepartmental 
Committee and Citizens’ Advisory Council.
The decision in a Federal Court case, begun 
in 1965, White v. Crook, found unconstitu­
tional the Alabama law which denies women 
the right to serve on juries. The court held 
that the Equal Protection Clause of the Four­
teenth Amendment prohibits discrimination 
because of sex.
In addition to marking progress toward 
equal jury service for men and women in the 
States, the decision establishes a base for liti­
gation attacking discrimination because of sex 
in public education, public employment, and 
personal and property rights of married women, 
the report points out.
The report also highlighted these develop­
ments:
—Numerous legislative gains for women, in­
cluding enactment of minimum wage laws for 
the first time in three States and major improve­
ments of such laws in eight other States; equal 
pay enactments in seven States, adoption of 
measures in eight States and the District of 
Columbia to prohibit discrimination in em­
ployment based on sex, and the enactment of 
284 laws by various States to improve the civil 
and political status of women.
—Appointment of 52 women to high Federal 
posts during the year, for a total of 120 such 
Presidential appointments, between January 
1964 and September 30, 1965. Federal agen­
cies appointed 889 women and promoted 2,698 
to positions at salary levels of $10,600 or more, 
during this period.
—Greatly expanded educational opportunities 
for women through the Federal aid-to-educa­
tion laws enacted in 1965, the Job Corps, the 
Neighborhood Youth Corps, and programs 
under the Manpower Development and Train­
ing Act.
—Measures to raise the status of household 
employment including President Johnson’s 
launching of a Job Development Program in 
Service and Related Fields; the organization 
of the National Committee on Household Em­
ployment by 15 private voluntary organizations 
which will develop experimental and demon­
stration projects funded under the Manpower 
Development and Training Act; more than 30 
training programs for private-household work­
ers under MDTA and the Area Redevelop­
ment Act.
U. S. Department of Labor
News Release
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AWSCPA Review -1965-1966
Lucille R. Preston, CPA 
President 1965-1966
As the 1965-1966 administrative year of the 
American Woman’s Society of Certified Public 
Accountants comes to a close, it is time to value 
the accomplishments of the goals set forth for 
this year and to determine if the objectives of 
the Society, the advancement of the profes­
sional interest of women certified public ac­
countants, were promoted.
The general theme of the program for the 
year was “Growth Through Challenges” with 
emphasis on membership participation, first in 
AWSCPA and then in other professional, civic, 
service and political organizations. Each mem­
ber was challenged to make AWSCPA a per­
sonal matter, to assume the responsibilities of 
the accounting profession and to accept each 
challenge presented to her during the year.
The members of the Society did accept the 
challenges. More than one hundred members 
participated in the activities of the Society as 
members on the various committees. Many of 
the members served on committees of the 
American Institute of CPAs, the state soci­
eties of CPAs and other professional organiza­
tions. The second vice president was also sec­
ond vice president of the National Accounting 
Association, and one member was a vice presi­
dent of the Massachusetts State Society of 
CPAs. Many members attended seminars and 
technical sessions of other accounting organiza­
tions, universities and governmental agencies, 
and were outstanding technical speakers at 
the Eastern and Western Regional Conferences 
of the American Society of Women Accountants, 
ASWA Chapters, and other professional and 
civic organizations. Others were speakers at ca­
reer conferences in high schools.
Dr. Helene M. A. Ramanauskas, the Na­
tional Reporter of the U. S. representing 
AWSCPA to the Ninth International Congress 
of Accountants in Paris in 1967, submitted 
her manuscript, “Accounting As A Means to 
Measure Productivity of the Administrative 
and Commercial Function,” an original con­
tribution.
Nine members wrote articles for The Wo­
man CPA. Other technical articles by mem­
bers of the Society were published in technical 
magazines or as documents for circulation. 
Also, nine AWSCPA members served the Soci­
ety as members of the staff or editorial board 
of The Woman CPA.
Another milestone in the administration of 
the Society was accomplished by the members 
putting into effect more modern techniques for 
government through revision of the bylaws of 
the Society.
The Society became a member of the Ac­
counting Careers Council whose purpose is to 
promote the attraction of better students in 
accounting. This will provide a better oppor­
tunity for AWSCPA members to serve the pro­
fession.
During the year, approximately 23,000 
copies of “Mapping Your Future,” the career 
booklet of AWSCPA and ASWA, were dis­
tributed by AWSCPA. The Accounting Careers 
Council was furnished 10,000 copies, the 
American Institute of CPAs 10,000 copies, 
and to state CPA societies, accounting associ­
ations, members and prospective members, ap­
proximately 3,000 copies. Also, during the 
year, 4,300 copies of “To Be Or Not To Be A 
CPA” were distributed.
The American Society of Women Account­
ants joined AWSCPA in the project of dis­
tributing the “Treasurers/Your Guideline” 
booklet which was prepared by the 1964-1965 
AWSCPA Education Committee. ASWA re­
ceived 1,300 copies to be distributed to its 
chapters to be used in holding treasurers’ work­
shops. The AWSCPA Public Relations Com­
mittee prepared a glossary of accounting terms 
to be distributed with the booklet. This Com-
(continued to page 8)
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AWSCPA President’s Message
Beth M. Thompson, CPA 
President 1966-1967
As women accountants we are caught up 
in the rapid progress of world activity. We 
have, however, kept pace with this exciting 
forward push. Women in accounting have con­
tinued, as they have over most of the last half 
century, to accept all challenges.
Entering the thirty-fourth year of the Amer­
ican Woman’s Society of Certified Public Ac­
countants as its thirtieth President I hope each 
of you will participate in accepting, as well as 
developing challenges. Our Society, one of 
many accounting associations, was established 
to encourage more women to enter the field of 
accounting, then to encourage them to attain 
the professional status of Certified Public Ac­
countant.
The business and professional world today 
needs many trained accountants. Through our 
application of effort, in our many areas of ac­
counting endeavor, we can each work. First, 
let us encourage the student to consider ac­
counting; second, let us help the newcomer to 
our profession; third, let all of us advance our­
selves.
Become an active part of our Society. Ex­
pand your horizon. Each new friend, each tech­
nical meeting you attend, each speech you 
make, each service you perform for our Society 
increases your perspective and adds to your pro­
fessional stature. Mold well all of these to be­
come a better representative of the profession.
Your officers and directors hope, knowing the 
confidence you have placed in them, to carry 
on the traditions of past administrations. The 
goal must be high to meet their accomplish­
ments. Among other things we want to stress 
the encouragement of students in accounting 
and development of publications and possibly 
a film to assist in this work. We want you to 
actively join us.
You have given me these outstanding wo­
men, capable workers, to serve as the following 
officers:
Frances D. Britt, Vice President
Dr. Marie E. Dubke, Vice President 
Mary E. Ruddy, Vice President 
Dorothea Watson, Secretary 
Marcella M. Meier, Treasurer
Vera B. Coulter, Director 
Marjorie June, Director
Beth M. Thompson, CPA, is a partner in 
the accounting firm of Thompson & Nichols, 
Miami, Florida. She has previously served 
AWSCPA as Treasurer and Second Vice Pres­
ident. She is a charter member of the Miami 
Chapter of the American Society of Women 
Accountants.
Mrs. Thompson has also served as President 
of the Estate Planning Council of Southeast 
Florida and as President of the South Florida 
Chapter of the National Association of Ac­
countants. She is currently serving as a Nation­
al Director of the National Association of 
Accountants.
She is a member of the American Institute 
of Certified Public Accountants, the Florida 
Society of CPAs, and the American Account­
ing Association.
Dorris Michalske, Director
Mary B. Sommer, Director
Lucille R. Preston, Ex-Officio
You have honored all of us with your trust. 
We sincerely thank you and ask you for your 




(continued from page 6)
mittee distributed almost 900 copies to mem­
bers of AWSCPA and others interested in help­
ing the lay person learn how to perform duties 
of the treasurer more efficiently. The booklet 
was prepared for the use of treasurers of clubs 
and organizations formed for social service and 
recognition purposes. It is intended to be 
particularly helpful for treasurers of school 
clubs, service clubs and professional organiza­
tions. It provides an opportunity for the 
AWSCPA member to contribute her talents to 
others in her community who do not have an 
understanding of the duties of a treasurer or of 
accounting.
The Public Relations Committee continued 
to work with the ASWA Public Relations chair­
man to complete the Speakers Bureau which 
should be ready for distribution within the 
next few months.
The Education Committee worked on a 
throw-away career leaflet which summarized 
the material in “Mapping Your Future” and 
will list all the educational material available. 
It should be completed during the next year. 
This will make it possible for AWSCPA to 
reach more prospective CPAs and to inform 
them of the availability of “Mapping Your 
Future.”
The Publications Committee prepared and 
distributed six copies of the AWSCPA News 
to the membership. The goal of this committee 
was to bring the membership closer to the 
Society through knowledge of the activities of 
the Society and its members. Special features 
were editorials by the editor, articles by the 
retiring editor of The Woman CPA and the 
Public Relations Chairman, and mid-year re­
ports by each committee chairman.
The Publicity Chairmen of AWSCPA and 
AWSA agreed that a statement of policy 
for publicity of joint projects was needed. 
Such a statement of policy was approved, so 
now more effective news coverage of joint 
projects will be possible.
The formation of The AWSCPA Educational 
Foundation, a tax-exempt corporation, was ap­
proved, and the charter has been submitted to 
the proper officials of the State of Illinois. This 
will make it possible for AWSCPA to continue 
the project of producing an educational film to 
encourage students to enter the accounting 
profession.
The membership in AWSCPA increased dur­
ing the year to 704 members, effective July 1, 
1966, a net increase of 53 members. Also, 
letters of congratulations and invitations to 
membership in AWSCPA were written to ap­
proximately 150 successful candidates passing 
the CPA examination. Approximately 2,300 
women throughout the United States have now 
become CPAs.
The highlight of the year for the President 
was the honor bestowed upon her by being in­
vited to Florida Southern College to speak on 
the subject, “The Federal Income Tax and Its 
Bearing Upon Business,” as one of the lecturers 
in the college’s Distinguished Accountants 
Series on Accounting for Business. Also, an ar­
ticle entitled “Chart Your Way to Success, Map 
A Future in Accounting” was published in the 
National Business Woman, official publication 
of the National Federation of Business and 
Professional Women’s Clubs, Inc. She attended 
the Eastern and Western Regional Conferences 
of ASWA, the public relations dinners of the 
Houston and Fort Worth ASWA Chapters and 
the charter dinner of the Lubbock Chapter of 
ASWA and the Annual Meeting of the Texas 
State Society of CPAs.
The President is most grateful to all the 
members who, through their participation and 
interest, have made it possible for AWSCPA 
to progress in the advancement of its objectives 
during this administrative year. The officers 
and directors and chairmen of the various com­
mittees fully cooperated with the President 
and diligently worked to carry out the activities 
of their respective committees or assignments, 
giving freely of their talents and time to the 
Society.
The President also wishes to express her ap­
preciation to the officers and directors of the 
American Society of Women Accountants, to 
the editorial staff of The Woman CPA and 
the staff at National Headquarters for their 
assistance and support in the execution of this 
year’s program.
The President is aware that further accom­
plishments are necessary to attain the objec­
tives of the Society, and the President sincerely 
hopes she has motivated each member to 
greater action and has stimulated a desire with­
in each member to give more freely of her 
talents to her profession and community and to 
be a woman of influence. She is most grateful 
for the opportunity to serve AWSCPA as its 
president. It has been challenging and a rich 
and rewarding experience.
CHANGE OF ADDRESS
Whenever you have a change of address, you 
must notify us of your new address if you wish 
to continue receiving the magazine. If your maga­
zine is not delivered and is returned to us, we 
shall have to discontinue mailing to you until we 
hear from you.
To change your address, please print your 
name, new address and zip code number and 
send to THE WOMAN CPA, 327 South La 
Salle Street, Chicago, Illinois 60604.
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TAX FORUM
DORIS L. BOSWORTH, CPA, Editor
Problems of Related Corporations
Invariably, when considering taxation of 
related corporations, Sections 1561, 1562, and 
1563 of the Code are the first concern of the 
tax practitioner. A detailed discussion of these 
sections has no place in the Tax Forum, but 
certain problems common to all related entities 
should be reviewed here.
At the outset, determination of component 
members of a controlled group requires meticu­
lous effort on the accountant’s part to be as­
sured that all relationships have been un­
covered. Some common examples of corpor­
ations that may be overlooked are the follow­
ing:
Dormant Corporations
Frequently when corporations no longer 
function as initially planned they become in­
active. There is a tendency on the part of the 
owners, however, to retain the corporate shell 
in the event it may prove a useful medium at 
some future date. With the passage of time the 
corporation is forgotten, but must be considered 
when elections under Sections 1561 and 1562 
have to be made.
Due to timing, new corporations can be over­
looked at year end. An example of this would 
be the organization of “Subsidiary Corp.” by a 
Parent company sometime in December. No 
stock is immediately issued, no officers are 
elected and no business is done until the latter 
part of January. If the Parent is on a calendar 
year basis, as of December 31 “Subsidiary 
Corp.” is a component member of the con­
trolled group and appropriate elections have 
to be made.
Dispositions
Whenever the sale of a subsidiary is con­
templated, it is tremendously important to as­
certain whether that company is a component 
member of the controlled group, despite the 
fact that it will not be a member on December 
31, the governing date for such determination. 
In accordance with Reg. 1.1563-1(b)(4) if 
a corporation is a member of a group for at 
least one-half of the number of days in its 
taxable year which precede December 31, it 
retains such status for that particular year. 
Thus, if S Corporation with a fiscal year ending 
June 30, 1966 is disposed of on October 15, 
1965, it is still a member of the group. It was 
a member of the group from July 1 to October 
15, 1965, or 107 days out of the 183 days 
beginning with July 1 and ending December 
31, 1965. Under these circumstances it is man­
datory that the contract of sale contain terms 
to the effect that the company will consent to 
any elections under Section 1561 or 1562 in 
that year.
Subchapter S Corporations
Although Subchapter S corporations are ex­
cluded members of a controlled group, the pos­
sibility of termination of their status by the 
Treasury Department must be considered. In 
our October, 1965 Forum the Old Virginia 
Brick Co. case was discussed. Here ownership 
of stock in a. Subchapter S corporation was 
imputed to a trust by the Treasury Depart­
ment and its status automatically terminated. 
Similarly, status has been terminated in cases 
where stockholder’s loans were deemed a sec­
ond class of stock. In all these instances the 
potential problem can be solved by a retro­
active election under 1561 and 1562.
Special Cases
For one reason or another stock is frequently 
registered in the name of a nominee. In cases 
where the investment is recorded on the parent 
company’s books no problem arises, as the ac­
countant is on notice of the existence of the 
company. There may be instances where such 
is not the case, and it then becomes a matter 
of probing for the information.
Too often the existence of a controlled group 
is overlooked by virtue of the fact that the 
common parent is, by definition, an excluded 
member. A foreign corporation not engaged 
in trade or business in the United States is 
subject to taxation under Section 881 of the 
Code. Suppose this corporation has Subsidi­
aries A and R which are domestic corporations 
subject to our normal and surtax liabilities. As 
between A and R there is no controlled group; 
but, by virtue of the foreign parent (an ex­
cluded corporation) they are subject to Sec­
tions 1561 through 1563, and must make ap­
propriate elections.
Since the promulgation of Sections 1561, 
1562, and 1563 taxpayers have been governed 
by temporary rules, proposed regulations and 
final regulations. In the case of all taxable 
years that include December 31, 1964 and 
subsequent periods the final regulations govern. 
9
It would be well at this time to review returns 
filed for those periods to determine that all 
elections have been validly made. Any deficien­
cies can then be remedied within the statu­
tory period.
While on the subject of elections there are 
certain statutory limitations upon related cor­
porations where controlling dates are most im­
portant. As previously stated, December 31 is 
the controlling date when apportioning the 
$25,000 surtax exemption under Section 1561 
and the multiple surtax election under Section 
1562 of the Code. In the case of the $25,000 
limitation of investment credit the apportion­
ment is as of the last day of the parent com­
pany’s tax year. On the other hand, apportion­
ment of the additional first year depreciation 
under Section 179 of the Code is based on the 
years of the members of the group ending with, 
or within, the parent’s tax year.
While the controlled corporation sections of 
the Code are of paramount importance, there 
are many other tax aspects which should be con­
sidered. The 1964 Revenue Act has given rise 
to new problems that are apt to be overlooked 
upon first exposure to the Act. One of these 
is unintentional dividends. Prior to enactment 
of Sections 1245 and 1250 of the Code it was 
common practice for related corporations to 
transfer fixed assets to one another at their 
net book value. If the fair market value of these 
assets is in excess of that value, the Treasury 
Department may adjust in accordance with the 
recapture provisions; and, at the same time, 
characterize the bargain transfer as a dividend 
over to the recipient corporation.
When purchasing used Section 38 property, 
credit may be taken up to $50,000 of the 
purchase price in any one year. In the case of 
an affiliated group (which contemplates more 
than 50% stock ownership) the $50,000 must 
be apportioned among the members of the 
group on the ratio of used property purchased 
by each, to total used property purchased by 
the group. The danger here is that if a Sub­
chapter S corporation is a member of the group 
it is frequently overlooked in the apportion­
ment calculation, because of its nontaxable 
status. This credit flows through to the indivi­
dual stockholders, but is based on apportion­
ment at corporate level.
Only a very few of the problems of related 
corporations have been touched upon here, 
but the basis of their selection is the frequency 
with which they occur, regardless of the size 
of operation. It is hoped that attention has 
been called to the necessity of the accountant 
giving thought to the many problems inherent 
in the existence of an affiliated group.
Problems of Profit Determination
Encountered by Government Contractors
(continued from page 4)
For instance, assume a contract for pro­






Performance 1,050 MPH 1,000 MPH 990 MPH 
Cost $80 Million $100 Million$140 Million 
Schedule 27 Months 30 Months 33 Months
Incentives
Performance $6 Million $2 Million 0
Cost 7 Million 5 Million $0 Million
Schedule 1 Million 0 Million - 1 Million
$14 Million $7 Million -$1 Million
In this case if target is achieved on every­
thing, the fee will be $7 Million. The fee could 
be increased to $14 Million if the maximums 
were reached on all incentives or fall as low as 
a negative $1 Million.
It now becomes apparent that the contractor 
may have some trade-off choices. He may have 
produced the airplane at a cost of $80 Million 
within 27 months and have achieved a per­
formance of 990 MPH, thus making him en­
titled to a fee of $8 Million. He may decide 
that by spending an additional $20 Million in 
another six months, he can increase the per­
formance to 1,050 MPH and thereby achieve 
the maximum product performance fee. In this 
case his fee would be as follows:












He would have increased his fee by $2 Million. 
The trade-off choices shown above are possible 
under the contract. However, government con­
tractors must keep foremost in mind that the 
best possible product, at the lowest cost, must 
be delivered on time.
It is easy to see that the incentives are inter­
woven and must be considered together in 
order to compute the final profit which will be 
realized on the contract. The accountant’s task 
thus becomes complex, for not only must he 
obtain engineering and production estimates of 
cost to complete the contract; but he must 
also obtain estimates of time and performance. 
Having obtained the estimates, he must review 
them before making a decision of how much 
fee to accrue.
D.L.B. (concluded on page 14)
10
TIPS FOR BUSY READERS
MARY F. HALL, CPA, Editor
“Taxation For Accountants,” Edited by the 
Staff of The Journal of Taxation, March 1966, 
Volume 1, Number 1.
A new publication described as “a national 
bimonthly professional tax magazine for the 
accountant in general practice,” is intended to 
fulfill a need of many practitioners to whom 
The Journal of Taxation is of only occasional 
interest or value because of its primary concern 
with the more complex and sophisticated prob­
lems of taxation.
The first issue, although actually received 
too late to be of much value for the current tax 
season, was, nevertheless, labeled “Special Tax 
Season Issue,” and contained an article, “New 
Developments Since Last Tax Season: A guide 
to preparing ’65 returns, planning ’66 trans­
actions.” The information contained therein 
may be helpful to fiscal year taxpayers and to 
others for 1966 tax planning.
Of especial interest to general practitioners 
is the lead article, an editorial survey of “Com­
puterized Tax Returns: What they cost, how 
they work, what users say.” The well-written 
piece compares four computer systems, Autotax, 
Computax, Datatax and Systems and Taxes, as 
to how they work, how much they cost and 
their mechanical limitations. The conclusion: 
“In a few years, most accountants will have 
their returns prepared by computers.”
Some of the other major topics were 
“Pointers on Preparing Returns to Cut Audit 
Hazards; current IRS practices in singling out 
returns,” “How to Set Up an Office Control 
System for Tax Returns,” “How to Increase 
Fees Through Stream-lined Billing Tech­
niques,” Correcting An Error After the Re­
turn Has Been Filed,” and “Personal Deduc­
tions Currently Being Questioned by IRS 
Agents.”
Technical notes and comments included such 
varied subjects as, “If You Can’t Get A W-2, 
File As Best You Can,” “CPA’s Workpapers 
Privileged When Given To Client,” “Can A 
Negative Answer Be An ‘Untrue Statement’?” 
“IRS Liberalizes Its Car Expenses Rules For 
1965” and “Net Operating Loss Carryover Is 
No Marriage Inducement,” Regular depart­
ments and features will include Estate Plan­
ning, Managing Your Tax Practice, Test Your 
Tax Knowledge, and How Would You Rule?
A letter from the Editor which accompanied 
the first issues promises a rather broader ground 
of coverage in forthcoming issues. The May 
issue is to include among its major articles, 
“Constructive Dividends: Unexpected Tax 
Threat To Close Corporations,” “Estate Income 
Tax Procedure: Getting the Maximum Deduc­
tion for the Estate,” “How and When To Use 
The Advance Ruling in Planning Tax Trans­
actions,” and “When An Accountant Can De­
duct Law School Expenses.”
If this new publication can follow through on 
its auspicious beginning, it will quite ade­
quately fill an information gap for the account­
ant who deals with taxes but who is not a tax 
specialist per se.
M. F. H.
“United States Accounting as Viewed by Ac­
countants of Other Countries,” Theodore L. 
Wilkinson, The International Journal of Ac­
counting. Fall. 1965, Volume 1, Number 1.
Theodore L. Wilkinson of Price, Waterhouse 
and Company is an American who had the rare 
experience of growing up abroad. Therefore, 
he is able to see the United States accountant 
from the point of view of a “foreign” account­
ant. His article is delightful, witty, clever, 
light, interesting reading. Yet the points he 
makes and his criticisms are valid, timely, and 
professional.
Among other things he criticizes the phrase 
“generally accepted accounting principles” 
which, despite numerous organizations and re­
leases, are poorly defined. He pokes fun at our 
inadequate handling of price level changes. W. 
A. Paton would applaud soundly his discussion 
of the “phantom entry” for stock dividends. 
The SEC Regulations, Translation of Foreign 
Currency, Pooling of Interest, and the AICPA 
World Accounting Study each receive his at­
tention, and the questions he asks are pro­
vocative.
This reviewer found his treatment of de­
preciation and cash flow most delightful. He 
pictures the emphasis on the cash flow figure 
in current annual reports as being a step back­
ward into the early part of the century.
Perhaps the greatest contribution made by 
Mr. Wilkinson is his discussion concerning how 
accounting principles should be developed. He 
argues against uniform accounting principles 
and against the authority of the Accounting 
Principles Board. Many accountants will not 
agree with the conclusions he reaches in this 
area; however, his argument and reasoning 
hold much more than a mustard seed of com­
mon sense and good thinking, and all will 
benefit from reading this portion of his article.
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This is an article which says a good deal in 
a few short pages. Furthermore it is said in an 
interesting and thought-provoking style with a 
liberal sprinkling of wit and humor. These 
factors combine to make this article a “must” 
on the reading list of all accountants.
Dr. Marie E. Dubke, CPA 
Central Michigan University, 
Mount Pleasant, Michigan
“Medicare and Accounting”, John W. Buckley, 
The Accounting Review, January 1966, Volume 
XLI, Number 1.
With the passage of Medicare, some 19-mil- 
lion Americans aged 65 years or more became 
eligible to participate in the most comprehen­
sive Federally-sponsored insurance program to 
be enacted by Congress since the passage of 
the Social Security Law in 1935. Medicare is 
essentially a two-part program. The “Basic 
Plan” provides for payment of certain hospital 
and extended-care services to be financed by a 
Hospital Insurance Tax added to existing social 
security tax. The “Voluntary Plan” provides for 
payments of doctors’ bills and other medical 
and health services not covered by the Basic 
Plan and is to be financed jointly by eligible 
participants (at $3 a month) and a matching 
amount by the government out of general reve­
nues. Medicare will have a far-reaching in­
fluence on the accounting practices of most 
providers of services as reimbursements are to 
be made on the basis of “reasonable cost.”
The providers of services under Medicare 
include the hospital sector characterized by 
large, public institutions, and the nursing home 
sector which is comprised of predominantly 
small, proprietary institutions. It is assumed 
that Medicare will have more influence on the 
accounting systems of nursing homes than on 
those of hospitals because hospitals tend to be 
larger and have the services of competent ad­
ministrative personnel and because of public 
ownership of many hospitals and government 
regulations. Accounting procedures developed 
by national and state hospital associations have 
been at work in hospitals for a considerable 
period of time. A recent survey in the nursing 
home field showed that 74% of the nursing 
homes under study had “adequate (but dis­
similar) records,” while the remaining 26% 
had “incomplete records with no resemblance 
of an accounting system.” On January 1, 1967 
nursing homes become part of the Medicare 
program with the accounting profession facing 
the task of revolutionary changes that must be 
made by some 12,000 systems by that time.
Some of the major accounting changes that 
Medicare requires of its providers are:
1. Accrual Accounting. A conversion from 
cash to accrual method will be needed to 
meet the requirements of the act.
2. Cost Accounting. Providers will need a 
functional rather than a primary classi­
fication of accounts and cost centers to 
which direct costs may be posted and to 
which indirect costs may be apportioned 
by some adequate and mutually accep­
table method. Reimbursable costs should 
be readily determinable on a per diem, 
per unit, per capita, or other basis as the 
situation requires.
3. Standard Costing. Medicare envisages an 
optional reimbursement plan based on es­
timated costs. This suggests a standard 
costing system that will enable the 
flow of standard and actual cost data 
through the records and provide an ef­
ficient means for determining variances 
and making the required adjustments.
4. Uniform Accounting. Medicare does not 
require that providers adopt uniform ac­
counting but there are many advantages.
5. Managerial Accounting. The prepayment 
feature of Medicare indicates a need for 
systematic budgeting and cash-flow analy­
sis. Ratio analyses, cost-volume-profit 
analyses, and other technical studies may 
become highly desirable tools of admin­
istration, even though not mandatory.
6. Periodic Reporting. If the reimbursement 
plan is geared to a monthly interval, 
participating institutions will need to  
establish and maintain a monthly sum­
marization and reporting cycle.
Public agencies and private organizations 
will be authorized to act as intermediaries be­
tween the government and the client institu­
tions and will assist providers in meeting the 
accounting requirements of Medicare on a 
supervisory basis.
The accounting requirements of Medicare 
are more rigorous than appears on the surface 
as many of the providers, particularly the nurs­
ing home sector, lack adequate accounting 
systems and will find it necessary to convert 
from the cash method to an accrual basis ac­
counting that includes a costing, standard cost­
ing, and periodic reporting capability. The re­
sources of individual institutions may be insuf­
ficient to cope with needed changes. The 
intermediaries recognized in Public Law 89-97 
will be able to provide some assistance and the 
accounting profession has an opportunity to 
make a valuable contribution by sponsoring 
institutes, offering courses in institutional ac­
counting, and establishing and maintaining the 
necessary accounting systems through consul­
tation and the audit function.
Carmoleta G. Field
Central Missouri State College 
Independence, Missouri
(continued to page 15)
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Annual Meeting 
American Woman’s Society of 
Certified Public Accountants
In accordance with Article V, Sections 1 
through 4, of the Bylaws of the American 
Woman’s Society of Certified Public Ac­
countants, notice is hereby given that the 
regular Annual Meeting of the Society will 
be held at 9:00 A.M. on Saturday, October 




Problems of Profit Determination
Encountered by Government Contractors
(continued from page 10)
He is also faced with some problems in ac­
counting theory. Should he accrue a fee on 
performance because the engineers say that the 
product will reach a certain performance when 
only a final test will prove that such a perform­
ance has been achieved? Should he wait for 
the test, thereby increasing or decreasing profit 
possibly as much as a million dollars at one 
time? These are major decisions which ac­
countants can and do argue pro and con.
Having thus arrived at the fee rate to accrue 
and the costs believed to be reimbursable, the 
accountant can proceed to prepare his financial 
statements. At this point, he still has to worry 
about whether the Renegotiation Board will 
take part of it away from him.
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EDITOR'S PAGE
Vera B. Coulter, CPA, author of the article, 
“Problems of Profit Determination Encountered 
by Government Contractors,” is Financial Staff 
Assistant at North American Aviation, Inc., El 
Segundo, California. She is a member of the 
Los Angeles Chapter of ASWA and was re­
cently elected to serve as Director of AWSCPA. 
She will be Chairman of the AWSCPA Edu­
cation Committee for the 1966-1967 year.
A number of times in past years articles 
which appeared in THE WOMAN CPA have 
been reviewed or summarized in other profes­
sional publications. Accounting Articles, which 
is published monthly by Commerce Clearing 
House, Inc., in recent advertising lists THE 
WOMAN CPA as one of the nationally known- 
periodicals from which articles are described 
each month.
1966 AWSCPA-ASWA Joint Annual Meeting
The 26th AWSCPA-ASWA Joint Annual 
Meeting will be held in Boston, Massachu­
setts, September 28-October 1, at the Somerset 
Hotel.
“Uses of Accounting Disciplines” will be the 
theme of the technical program. Several events 
of the meeting will feature distinguished speak­
ers. The banquet speaker will be Mr. Robert 
M. Trueblood, CPA, President of the American 
Institute of Certified Public Accountants, who 
will speak on “The Compleat Professional.” The 
Friday luncheon speaker will be Mr. Walter F. 
Freeze, CPA, Professor Business Administra­
tion, Harvard Business School, whose subject 
will be “The Importance of Uniformity in Ac­
counting Principles.” The Thursday luncheon 
speaker will be Mrs. Julia Montgomery Walsh, 
the first woman on the New York Stock Ex­
change, who will speak on “A Look at the 
Market.” 
Official notices of the 1966 .business meetings 
of AWSCPA and ASWA have been published. 
In addition to the technical programs and busi­
ness meetings, there will be interesting sight­
seeing and social events.
Additional information can be obtained by 
writing to ASWA-AWSCPA, Post Office Box 
1608, Boston, Massachusetts 02105.
Tips for Busy Readers
(continued from page 12)
“Tax Incentives to Capital Investment,” P. A. 
Bird, Journal of Accounting Research, Spring 
1965, Volume 3, Number 1.
In this article P. A. Bird, lecturer in account­
ing at the London School of Economics and 
Political Science, compares and contrasts the 
investment credit allowed in the United King­
dom with that allowed in the United States. 
The English law was first passed in 1954, and, 
like the United States law, has been amended 
since that time.
Mr. Bird compares the effect of the invest­
ment credit in each country by computing the 
amount which the revenue authorities “pay” or 
contribute toward purchase of capital assets. 
This amount is computed without regard to in­
terest cost of money. He establishes that the 
British revenue authorities contribute more than 
do the United States revenue authorities.
He then discusses the accounting treatment 
recommended by the American Institute and 
the Institute of Chartered Accountants in Eng­
land and Wales. Ironically, these are completely 
divergent, for the Institute of CAs recommends 
the specific method which was unenthusiastical­
ly added by the American Institute in Account­
ing Principles Board Opinion Number Four.
The author then explains that the difference 
in the two most recommended treatments arises 
because of interpretation of the nature of the 
credit. He states, “The English Institute views 
it as a tax rule with only incidental connections 
with capital assets. The present writer shares 
the view of the American Institute that the 
credit is an incentive to capital investment 
channelled for administrative convenience 
through the taxation system.”
Mr. Bird concludes by stating that although 
the United Kingdom allowance is greater than 
the United States credit, the United States 
credit probably has been more effective in en­
couraging capital investments. This is because 
the United States credit has more immediate 
effect in the initial year, while the United King­
dom regulation defers major portions of the 
benefit until the date when the asset is retired.
Dr. Marie E. Dubke, CPA
Central Michigan University 
Mount Pleasant, Michigan
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Because over 9,900 successful CPA 
candidates have been coached by 
International Accountants Society, Inc. . .
Byron Menides, 
President of IAS, says:
“If you don’t pass your CPA examination 
after our CPA Coaching Course, 
we’ll coach you free until you do.”
Ask any CPA and he’ll tell you it takes more than account­
ing knowledge and experience to pass the CPA examina­
tion. You must know the quick, correct way to apply your 
knowledge, under examination room conditions.
How you budget your exam time, for example—how you 
approach each problem or question—how you decide, 
quickly, the exact requirements for the solution—construct 
an acceptable presentation—extract relevant data—and use 
.accounting terms acceptable to the examiners.
That’s where International Accountants Society, Inc., can 
help you. We’ve helped train more than 9,900* successful 
CPA candidates. Our CPA Coaching Course is proven so 
effective we can make this guarantee to you:
“If any CPA COACHING COURSE enrollee who has 
submitted for grading all 20 examinations of the course 
fails to pass the CPA examination in any state after meet­
ing all the legal requirements of the state as to residence,
*As of May 1, 1966, 9,908 former students who had 
obtained all or a part of their accounting training through 
IAS had passed CPA examinations. 
experience, preliminary education, etc., IAS will CON­
TINUE COACHING WITHOUT ADDITIONAL COST 
until the enrollee is successful.”
The IAS CPA Coaching Course is designed for busy ac­
countants. You learn at home in your spare time, at your 
own pace. Most important, every lesson is examined and 
graded by one of our 16 faculty CPA's, who know exactly 
the problems you'll face.
If you need refresher training in certain areas, IAS will 
supply up to 30 additional elective assignments you select, 
complete with model answers, for brush up study at no 
extra cost.
Start your CPA Coaching Course any time you please— 
there are no classes, no fixed enrollment periods. Thus, 
you can make maximum use of the time available, starting 
as soon as you enroll and continuing right up to the 
examination dates.
To get the complete story on how you (or some member 
of your staff) can benefit from IAS-CPA Coaching, just 




A Home Study School Since 1903
FILL OUT AND MAIL FOR COMPLETE INFORMATION
Director of CPA Coaching
International Accountants Society, Inc.
209 W. Jackson Blvd., Chicago, Illinois 60606
Without any obligation on my part, please send me your latest report on 
the IAS-CPA Coaching Course.
Name_____________________________________________
Address____________________________________________
City--------------------------------------------State Zip,
Employed by________________________________________________________
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